Effect of MP1, Corbett and MP2
Service Retirement Factors

The Retirement Factors applied to the benefi

were increased under Manager’s Proposal 1. This resulted N a substantia

I'increase in
monthly. retirement allowances, although the benefits of

Safety Members were limited to
Compensation accrued for each

» assuming the participant was not
contributing to Social Security (non-integrated), were as follows.

Multipliers
Members

ultipliers for Safety Members
__ Police

_Rf?i;??‘_‘.t 1 Before | Afier

- MP1 1 )
20 250% [2.50% | 2.20% | 2.50% 2.00% |2.20%
5] 2.54% 12.60% | 2.32% | 2.60% |31 % 12329,

52 28% | 2.70% | 2.44% [ 2.70% [ 2.22% |2 449

53 ‘ 2.62% | 2.80% | 2.57% | 2.80% 2.34% '2.57%(
54 2.66% ¢

2.90% 2.72% | 2.90% 2.47% | 2.72%

55 2.70% [ 2.99% | 2.77% 13999 2.62% [2.77%
56+ 2.77%

L 56 2.99% 1 2.77% 2.99% | 2.62% [2.77%

These increases WEre retroactive,

They Increased the benefit accrued for all years of
service, rather than for the years a

fter their implementation enly.  This resulted in an
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increase to the unfunded pension

hability because the cost for both past and future
benefits increased.

The actuarial accrued hability for active participants attributable o these increases was
$159 million at June 30, 2005, This is the amount of liability created by past service ag
of June 30, 2005. All of this liability is included in the unfunded actuarial accrued

lability of $1.394 billion. Withour. this liability, the funded ratio of the System would
have been 70.72% rather than 68, 15%.

- There was also a liability at June 30, 2005 created b
That liability was $102 million. None of this 1
actuarial acerued liability of $1.394 billion,

y future service as of June 30, 2005,
iability is included in the unfunded

Under the Corbett Settlement, retirees were given an option of new retirement factors,
which were higher than the ones in place. If the retiree chose the old benefit formula,
Final Compensation was to be increased by 10% to compensate for the lower retirement
factors. These increases were retroactive.  They increased the benefit accrued for ajl
years of service, rather than for the years after their implementation only. This resulted

In an increase to the unfunded pension liability because the cost for both past and future
benefits increased.

_Options for Retirement Factors
'Ol Fagtors - - '

| ‘Police&
50 2.50%

220% 3.00% N

51 2.60% 2.32% 3.00% - .
52 2.70% 2.44%, 3.00% - -
153 2.80% 2.57% 3.00% _ -
54 2.90% 2.72% 3.00% - —
55 2.99%, 2.77% 3.00% 2.00% 2.25%
56  2.99%, 2.77% 3.00% 12.00% 2.25%
: 57 2.999%, 2.77% 3.00% 2.00% 2.25%
58 2.99% 2.77% 3.00% 2.00% 2.25%
59 | 2.99% 2.77% 3.00% 2.08% 2.25%
60 2.99%, 2.77% 3.00% 2.16% 230%
61 2999, 2.77% 3.00% 2.24% 235%
62 2.99% 2.77% 3.00% 2.31% 240% |
63 2.99%, 2.77% 3.00% 2.39% 2.45% |
64 1 2.99%, 2.77% 3.00% 2.47% 2.50%
65 2.99%, 2.77% 3.00% 2.55% 2.55%

Thus, benefits for General and Safety Members were the greater of;
¢ 1. Old Retirement Factor » Years of Service x Final Compensation x 110%
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2. Corbert Retirement Factor x Years of Service x Final Compensation

Note that for genera} mermbers, the Corbett factor (Corbett Settlement, Section C, page 8,
line 1) produced 2 bigher benefit g retirement 88es 55 - 58 and the
compensation increase appiied to the old factor produced a higher be
higher. For safety members, the Corbett factor (Corbe Settlement,
line 6) produced a higher benefit at retirement ages S| . 53 and the
compensation increase applied to ¢

higher.

10% final
he old factor produceg a higher benefit at age 54 and

The actuaria] accrued liability for active participants attributable to thege increases was
$115 million at Jupe 30, 2005. This is the amount of Hability created by past service as
of June 30, 2005, Al of this liability is included in the unfunded actuarial accrued

liability of $1.394 billion. Without this lability, the funded ratio of the System would
have been 70.00%, rather than 68159,

There was alsg a Bability at June 30, 2005 created b
That lability was 80 million. None of this hability
accrued liability of §1.394 biltion.

y future service as of Jupe 30, 2005,
18 included in the unfunded actuaria]

New MP2 retirement factors were “determineq for Generaj Members effective July 1,
2002, These Increases were retroactive, Ag with the addition of the Corbett factors,

whichever faciors offer the largest benefir.

GENERAL MEMBER RETIREMENT CALCULATION FACTORS

"héti?'em;ant Unmodified Factors | Unmodifieq Factors ‘rﬁnmodiﬁéd Factors.
" Age | Effective 6/30/00 (Oig - ective T | Effective 771/02
T | Factog's. 1 _C'or-be__tt_ Factors) | _e_w Factn‘rs_' :

S 200% _Jaasy 2.50%
56 2.00% | 2.25% ' 2.50%
57 2.00% 2.25% 2.50%
58 1 2.00% 2.25% | 2.50%
59 2.08% - 2.25% | 2.50%
60 2.16% 2.30% 2.55%
61 2.24% 2.35% 2.60%
62

] _1231% 2.40% 265%
63 2.39% 2.45% [270%
64 2.47% 2.50% 2.75%
65+ 2.53% 2.550, 2.80%
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There were no new factors for Safety Members, but they still have g choice between the
OHd factors and the Corbett factors, both with a 90% maximum replacement ratig.

The actuarial accrued lability for active participants attributab
$177 miilion at June 30, 2005, This is the amount of 1
of June 30, 2005. A of this lability is inciuded i
lability of $1.394 billion. Without this liability, the
have been 71.029 rather than 68.15%.

There was alse a liability at June 30, 20
That Hability was $95 million. None of
accrued liability of $1.394 billion.

05 created by future service as of June 30, 2003,
this liability is included in the unfunded actuarial

Of the present value of accumulated benefits, $163 million was attributable to MP2
enhanced service retirement factors credited 10 active participants, If these values did noy
» the System would have had a market value of assets equal to 98% of the PVAR.
The System’s market value of assets would have been just under 1009,
value of aiready vegted accumulated benefits, The value of additional ae
fiscal year 2006, caused by MP2, is §17 miiflion.

of the present
cumulations in

The actuaria required contribution at the beginning of the 2007 fiscal year was calculated

by Cheiron to be $162 million. That would be reduced by 816 million if the MP2 service
retirement factors did not exist,

When the effects of al]

three sets of Service retirement factors are combined, the
following results.

The actuarial accrued fiability for active participants attributable to all of these increases
was 3451 million at June 30, 2005. This is the amount of Hability created by past service
as of June 30, 2005 All of this liability is included in the unfunded actuarial accrued

liability of $1.394 billion.  Without this liability, the funded ratio of the System would
have been 75,98, rather than 68.15%,

There was also 5 Lability at June 30, 2005 created by future service as of June 30, 2005.

That liability wag $277 million. None of this liability s included in the unfunded
actuarial accrued hability of $1.394 bitlion.

Of the present value of accumulated benefits, $440 million was attributable (o these
enhanced service retirement factors credited to actjve participants. 17 these vaiues did not
exist, the System would have had a market vajue of assets equal to 107% of the PVAB.
The System’s market value of assets would have beep just under ]
value of already vested accumulated benefits, The value of addition
fiscal year 2006, caused by these enhancements, is $48 miilion,

08% of the present
al accumulations in



The actuarial required contribution at'the beginning of the 2007 fiscal year was calculated

by Cheiron to be $162 million. That would be reduced by $42 million if these service
retirement factors did not exist, '

The values presented herein were calculated using the actuarial assumptions used by
Cheiron in their June 30, 2005 actuarial valuation. The demographic data was supplied
by Cheiron. Although individual tests of the demographic data were not performed, the
data was used to perform an estimate of the Cheiron valuation. The result was that |
calcutated a FY07 contribution at the beginning of the year of $161.1 million, compared
to $162 million calculated by Cheiron. The variance of 0.56% is well within IRS
guidelines, which allow 5% vanance. Thus I concluded that the data represented that

used by Cheiron. The values presented herein reflect only calculations based on the |
active population at June 30, 2005, '

There are also labilitjes associated with the inactive population, Insufficient data s
available in the actuarial valuation and in the demographic data in my possession to
estimate these liabiiities other than by making broad assumptions.  These liabilities

mclude the accumulated value of benefit payments already made plus the present value of
additional payments to be made in the future. '
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Effect of [nadequate Contributions

In 1996, as part of Manager’s Proposal |, City Counci approved a Rate Stabilization
Plan aimed at reducing current City contributions, while Tamping up in future years to
contributing the full actuarial rate by fiscal vear 2008. Under the Rate Stabilization Plan,
the contribution factor of 7.08% wouid be used for fiscal year 1996, The contribution
factor would then be phased in, beginning at 7.33%, for fiscal year 1997 and growing to -
the projected contribution factor of 13.00% for fiscal year 2008, It was estimated that at
this point the rate calculated under Projected Unit Credit would equal that under Entry
Age Normal, and in subsequent years, contributions were to he caiculated under the Entry
Age Normal actuarial cost method. If during the duration of the Rate Stabilization Plan
the funded position of the System were to drop below a trigger point of 82.3%, the City

was to abandon the Rate Stabilization Rates and begin contributing the ful] actuarial
calculated rate.

Unformnate!y, the Rate Stabilization Plan was flawed, [t did not

smoothing of assets or for the increasing age of the a
shown here:

account for the S-year
ctive population. The rates are

Rate | Projected *

| | Stabilization Actuarial -
Rate.. . |

95-96 7.08% 8.60%
96-97 7.33% 9.55%
97-98 | 7839 10.87%
98-99 | " g319 12.18%
99-00 8.83% 12.18%
00-01 9.33% 12.18%
01-02 5.83% 12.18%
02-03 1033% 12.18%
03:04 | 1083% | 1318
04-05 | 1133% 12.18%
05-06 | 11.83% | 12.18%
0607 | 1233 o 12.18%
07-08. | 13.00% | 13.00%

If the projected target rate was intended 1o eventually equa
by the actuary for fiscal year 07-08, the projection sh
annually as plan experience changed the actual rate from year (o year. Also, because of
the contribution shortfall that would be created by the Rate Stabilization Plan, there

would be actuarial Jogses generated annually. Therefore, the projected actuarial rates
could not he level, as illustrated.

I'the actuaria) rate calculated
ould have been recaiculated

In the beginning, actual actuarial rates were |

€55 than the projected rates, but greater thanp
the Rate Stabilization Plan Rates, as shown:

e .
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. | Stabilization
Rate

7.08%

AS can be seen, in fiscal

year 2002,
projected actuarial rate. '

In 2002, the initial Rate Stabilization Plan was repl
created as part of Manager’s Proposal 2. 1t contain

follows:

“MP2 Rate

S'tabilization‘
Rate

15.59%,
 1711%
11.33%
11.83%

06-07 12.33% 711% | 27.00%
07-08 13.00% 17.11% N/A

* The 05-06 rate was then reduced to 26.86%,

The agreed upon Rate Stabilization Plan rate schedule was woefy
year 2006 contribug

abandoned with the fiscal

a contribution of $130,000,000 was o0 be m
contribution rate would be contributed using
with the June 30, 2004 actuarial valuation.

[ have calculated the accumulated

recalculated the actuarial caleulated rate ax |

value of the inade
actuarial caleulated rateg previously calculated by the

than required contribution by ncreasing the rate t

 Projected

Actuarial
Rate

R.60%
96-97 7.33%; 9.55%
97.98 7.83%, 10.87%
98-69 8.135; 12.18%
99_00 8.83% 12.18%
00-01 9.33% 12.18%
01-02 983% | 12189,
02-03 10.33% 12.18%
03-04 1083% | 12.18%
04-05 | 11339, 12.18%
05-06 11.83% | 12.18%
06-07

" Projected
Actuaria)
"Rate

15,50,
17.11%

17.11%

21.13%
27.94%,

Actual
- Ac;ﬂarial
Rate

8.60%
8.55%,
10.87% .
10.86%,
11.48%
11.66%,
12.58%
15,5684,

26.86%

15.59% J

| 12.33%, 12.18%; 27.00%
07-08 13.00% 13.00% N/A

Actual -
Actuarial
Rate

21.13%
27.94%
31.69%*

the actuarial rateg began to be greater than the

aced by a new Rate Stabilization Piap
ed the same faws,

The rates were as

due to “Gleason Settlement” requirements.

a declining

f the full

on, where under the
ade. Thereafter, unt;

Hy inadequate and was
“Gleason Settlement”
I fiscal year 2008, the

30 year amortization beginning

quate assets at June 30, 2005, The
Systern actuary reflect the smaller
O account for the Joss
contribution rate were made, then

[ have
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The annual
on market value of
lion funding shortfay
ng under the Rate Stabijj

¢ rate of return
arlier deposition. Of the $1.394 b
agreed upon inadequate fundg;
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Effect of Eliminating 209 Disability Offser

Manager’s Proposal | eliminated the requirement of an income CAIMINGS test to he
performed for Safety Members collecting a disability benefit. In the event the amount of
the disability bene £t combined with any other income exceeded a certain amount, the
disability benefi could previously have been reduced. This had previously beep reflected
through. a 280, reduction in the liability for Safety disabiiity benefits, However, it was
discovered that this testing was not OCCurTing, 59 the 4SSumption was phased oyt over
four years, Ag of the June 30, 1997 valuation, the income €amings test would ne longer
be considered. Thus, the remova] of the Safety disability offset simply reflected what

was already ip practice. Thig enhancement accounts for $54.2 million of the $1.394
billion.

This was calculated by taking the actuanal {osseg associated with the elimination of the
20% disability offset reported by Rick Roeder in his actuaria] valuations of Jupe 30,
1594, 1995, 1996 and 1997 and bringing them forward to June 30, 2005 ar 8%,
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Effect of Tnerease n Disability Factor for General
Members from 33.33% to 509

The industria] disability benefit for General Members was increased to be the greater of:

L 509 (previously 33.33%) X Final Compensatior
2. The Service Retirement Allowance, if eligibie

This accounts for 57 million of the June 30, 20035 funding shortfall, calculated using the
demographic data provided by Cheiron, as well as the actuarial assumptions used by
Cheiron, Liabilities were calculated both with the 3333% formula and with the 50%
formula and the difference was determined, The liability reflects active members only,
since insufficient data was availabie 1o catculate the effect opy disabled members,
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Effect of Permissive Purchase of Service Creditsg

The Purchase of Service Crediy plan was expa
Previously, it had been possible for members to pur

over all ages, it

an was not cogt-
neutral. In fact, the June 30, 20035 unfunded pension liability contajng $110.8 million

attributable 1 this Plan. The anpug] actuanial valuations published as of Jjupe 30, 2002
2003, 2004 ang 2005 each show an actuaria) Joss attribut
of service credits program, as follows:

3

able to the Permissive purchage

06/30/2007 $36,404,000
06/30/2003 ' 12,700,000
06/30/2004 27,100,000
06/30/2005 7.570.308
Total $IO3,774,308

When these Payments are brought forward at the fund’s rate of Tetum, the total is $110 g
million,

The stipulations that members hired before Decernber 31, 1996 could not
service credits towards vesting and that Purchase of Service Credits Was required to be
cost-neutral were removed with Manage;’s Proposal 2. Members hired before
December 31, 1996 would have had 9.5 Years service at Jupe 30, 2005. Therefore, the

additional lability associated with removing this requirement was neghgible at Jupe 30,
2005,

Use purchased

My calculationg accounted only for active members at June 30, 2005, as

reported to me
by Cheiron. Insufficient data was available to calculate Jjabi]

ities for retirees,

11
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Effect of 13" Checl Enhancement

The maximum amount of the 13" Check was increased fr
service o $60 per creditable year of service for those retj

Om $30 per creditable year of

ring prior to Qctober 6, 1980,
and to $75 per creditable year of service for thoge retiring prior to December 3 I, 1971,

Although this Hability is not considered in the unfunded pension liability, it had a value
of $2.8 million at June 30, 2005, calculated using the demographic data provided by
Cheiron, as wel] ag the actuarial assumptions used by Cheiron. Liabilities were

formula and the

There is also a Joss associated with those bayments that have been mad

€ in the past.
Insufficient data 15 available to me to calculate this loss.

[ ({6t



Effect of DROP

Effective April 1, 1997, SDCERS instituted a Deferred Retirement Option Plan (DROP)
available 10 all members, Now when a member of SDCERS beco !

he may elect 1o DROP, at which point, the employee SIOps accruing benefits byt
continues working. The benefits the participant would have been receiving if he had
actually retired, ncluding annual COLAs and supplemental benefits, plus 3.05% of each
paycheck contributeqd by both the Member and the City on a pre-tax basis

participant may elect to receive the amount accumulated in the DROP in the form
lump sum, tqual monthly payments over 20 years, or other actuarial]
approved by the Board. The DROP was first implemented op a three
was later approved to be included with other plan provisions

The accrueg liability at June 30, 2005 for those members participating in the DROP and
still employed is the present value of al| anticipated future benefit payments, based on the

final compensation, years of service and retirement allowance factors in effect at the time
the member entered the DROP.

Had these members not entered the DROP, byt remained empl
accruing additional benefitg based on their current compensatio
and current retirement allowance factors. Their accrued liabij
vaiue of al] past accruals, assuming benefit commencement at 5

oyed, they would still be
N, current years of service
ities would be the present
future retirement date.

In doing my calculations, | have used actual accrued liabij
participating in the DROP. For the calculations as if they had n
4.75% pay Increases, continued contributions and retirement d

ities for the participants
Ot participated, | assumed
ate equal to the date the

P participants remained n
the DROP. The accrued habilities for members as if they

calculated based on the average ape, service and compensation of the group.  Accrued
liabilities were calcuiated separately for generaj angd safety members.

Additional labilities were also caleulated for former DROP participants who have
retired, using average statistics gleaned from Past actuarial valuationg,

The difference between the accrued fabilities in

he DROP and the accrued liabiiities as
tf there were no DROP 15 $192.3 million.
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Effect of Corbett Payments Made From 7/1/95
Through 6/30/94

Under the Corbett Settlement, all DROP members employed as of July 1, 2000, were
granted 7% increases to benefit payments made between July 1, 1995, and June 30,2000.
Additionally, the fina} compensation of the then current DROP participants was Increased

Corbett payments, as re

ported to me by Tracy McCraner of the City Audit Division, were
made as {ollows:

F1/15/2000 $23,630,603
11715/2001 3,265,570
11/15/2003 1,453
11/15/2004 16.023.644

Total 544921170

When these payments are by

ought forward at the fund’s rate of retumn, the total is $52 |
miliion.

Though considered “contingent” benefits, if not
in retiree’s allowances would camry forward ¢
available, ‘Ag QfJune 30, 2008, Cheiron report

granted in a given year, the 10%, increase
o be paid once sufficient funds became
s this lability to be §58.9 miilion.
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In order to caleylate the present value at June 30, 2005 of the benefit

member firgt voted for ap enhancement, dem

ater of the earlje
July 1, 2007 and the interest ang maortal

Cheiron, retirement at the

obtained are:

Board Member

Terri Webster
John Torres

Sharan Wilkinson -

Ron Saathoff
Cathy Lexin
Mary Vattimg

Total

Present

Value at
June 30,
2005 of
Gain

$529,775
$312,52¢6
$430,718
§451,961

$96,540
£107.385

—_——enas M

$1,928,905

({5

gained by indivigyga]
lfowance factors in effect before the Board
Ographic data from H
St age when eligible
iy assumptions used by

uman Resources and
for full retirement or
Cheiron. The resuits



